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Abstract 
The purpose of this study was to investigate the impact that the automotive industry‟s policies has on 
its upstream steel and plastics input sectors. The analysis was performed to understand how sector-
specific industrial policies impact an industry‟s upstream-related sectors, to provide valuable lessons on 
how incentive structures impact an industry‟s overall development, and to contribute to the existing 
literature on industrial policy and the automotive industry. 
A qualitative research method using semi-structured interviews was adopted. The interviews were 
conducted with companies, industry organisations, academics, and industry experts. Three 
questionnaires were constructed through that data was collected on specific variables.  
The study‟s findings coincide with the export, import, employment, and ownership trends found in 
industry reports. The study also established that the automotive policies do not contribute to developing 
local value addition in the industry. The policies have not addressed the industry‟s structural issues, 
and as such, lower Tiered local automotive component manufacturers remain underdeveloped. 
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Chapter 1: Introduction  
1.1 Introduction to the Research Problem 
The South African automotive industry has been hailed as a bright spot in the South African economy 
(Guern, 2017). The industry is one of South Africa‟s largest manufacturing sectors, and it makes a 
significant contribution to the South African economy. In 2018, 7 % of South Africa‟s manufacturing 
output was produced by the automotive industry. In 2015 the contributed 2.2% towards South Africa‟s 
Gross Domestic Product (GDP), and in 2016, 7.07% of South Africa‟s export basket comprised 
vehicles and vehicle components (Organisation for Economic Co-operation and Development (OECD) 
Atlas, 2016; Statistics South Africa, 2018a; Statistics South Africa, 2018b).  
In comparison to other vehicle manufacturing countries, South Africa‟s automotive industry is a minor 
player, as South Africa‟s vehicle manufacturing accounts for 0.62% of the global market share. South 
Africa is ranked 22nd among global manufacturers, and is classified as a Tier 2 manufacturing country 
(de Lange, 2017). Despite its relatively minor global vehicle and component production, the 
Department of Trade and Industry (DTI) (2014) has identified the automotive industry as a strategic 
industry.  
The automotive industry is a medium-to-high-tech manufacturing sector, with strong backward and 
forward linkages, and is considered a vital driver of economic growth in South Africa. This makes it 
important for the country‟s economic development and industrialisation (DTI, 2017). The industry has 
a high potential for employment creation, innovation, technological diffusion, foreign direct investment 
(FDI), skills development, and value addition of South Africa‟s resource input sectors (Automotive 
Industry Export Council, 2018; Venter, 2018). The Minister of Trade and Industry Dr Rob Davies 
states that the industry is important to the future of South African manufacturing and that the outcome 
of the industry and South African manufacturing will depend on the level of support the government 
extends to the industry (Guern, 2017).  
The auto industry has a long history of government support and protection. In the 1960s, the 
government at the time introduced a series of industrial policies that had strict local content 
requirements and high tariffs. These policies consisted of six phases, which ran from 1960 to 1995. The 
policies were characterised as inward-orientated strategies which included local content requirements 
as high as 66% for light vehicles. The aim of these policies was to protect local industries from 
international competition (Barnes and Black, 2013; Flatters, 2005).  
The inward-orientated import substitution approach ended when the Motor Industry Development Plan 
(MIDP) was introduced in 1995 (Barnes and Black, 2013). The MIDP shifted the industry strategy 
from an inward-orientated strategy to an export-orientated strategy (Flatters, 2005). The MIDP aimed 
to integrate South African automotive production into the global automotive value chain (Barnes and 
Morris, 2000). The policy underwent two extensions; the first one lasted until 2007, and the second 
until 2012. In 2013 the MIDP was replaced by the current automotive industry policy, the Automotive 
Production and Development Programme (APDP). The APDP is a production-oriented automotive 
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strategy, which aims to increase vehicle and component production in South Africa (Barnes and Black, 
2013).    
Sector-specific industrial policies, like the automotive industrial policies, have important implications 
for the automotive industry and for a wide range of industrial sectors, because automotive production is 
complex and involves several input sectors. The industry is characterised as having strong production 
backward linkages, and it creates demand for inputs from raw materials and raw material processing 
sectors such as steel, plastics, platinum group metals, and rubber (Jeffrey, 2016; Guern, 2017). The 
growth and development of the automotive sector may have growth implications for these input 
sectors, both internationally and domestically (Jeffrey, 2016; Guern, 2017; de Ruyter, 2017).  
Throughout the last two and a half decades South Africa has exhibited patterns of premature 
deindustrialisation. Premature deindustrialisation is when a country‟s manufacturing output and 
employment share in manufacturing decline at lower than expected levels of income (Tregenna, 2011; 
Jeffrey, 2016). Since 1994, manufacturing‟s contribution to the GDP has fallen from about 21% in 
1994 to 13.3% in 2016. Total manufacturing employment growth from 1994 to 2016 was -1.0%. 
Manufacturing value-added growth was 2.3% from 1994 to 2015, while the GDP grew at 2.9% from 
1994 to 2016. This economic performance is poor in comparison to all upper-middle income countries, 
which recorded an average of 5.5% manufacturing value-added growth and GDP growth averaging 
5.0% (Bell, Goga, Mondiwa and Roberts, 2018).  
The South African government recognises that South Africa needs to be on a path of 
reindustrialisation. In its attempts at steering the country into a path towards reindustrialisation, the 
South African government has recognised the importance of government intervention and sound 
industrial policy (DTI, 2014; Creamer, 2018).  
As mentioned above, the Minister of Trade and Industry recognises the important role the automotive 
industry can play in the future of manufacturing in South Africa. The industry has the potential to 
increase value addition and investments in its upstream-related sectors (DTI, 2014; Creamer, 2018). 
According to Product Space Theory, the industry can be leveraged to facilitate the diversification of 
South African manufacturing, as the capabilities developed in automotive production can be transferred 
to more sophisticated manufacturing sub-sectors, such as electronics and electronic parts, industrial and 
agricultural machinery and equipment, alternative engine manufacturing, and infotainment systems 
(Hidalgo, 2011; OECD Atlas, 2016). 
1.2 Research Problem and Motivation 
1.2.1 Problem Statement  
In 1994 South Africa underwent an economic liberalisation strategy. The introduction of the MIDP 
formed part of the broader liberalisation strategy by the post-apartheid government, and its purpose was 
to reintegrate South Africa into the global economy (Flatters, 2005). 
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The MIDP was an export-orientated policy that contributed to the restructuring of the automotive 
industry through its powerful incentive structure. The „success‟ of the MIDP was its ability to facilitate 
increases in automotive product exports and the integration of South African auto manufacturing into 
the global automotive value chain (Barnes and Black, 2013).   
The ADPD represents a shift from the export-orientated MIDP. The APDP is a production-orientated 
policy that aims to increase domestic production of vehicles and components, through an increase of 
local content requirements. The MIDP and ADPD did not have local content requirements, in practice 
local content levels have continued decreased (Barnes, Black and Monaco, 2018).  
The overall results from the automotive industrial policies have yielded mixed results. Although the 
policies have improved the industry‟s industrial performance and increased its exports, its structural 
weaknesses have not significantly changed. The industry‟s value chain is characterised as a reverse 
pyramid, where the bulk of value addition is achieved by the original equipment manufacturers 
(OEMs) and Tier 1 component companies. Compared to other developing automotive economies, such 
as Thailand and Malaysia, South Africa‟s Tier 2 and 3 component manufacturers are relatively 
underdeveloped and have shrunk both in value addition, and in the number of companies since 1995 
(Barnes et al., 2018; Barnes and Black, 2017).  
The way in which the incentives were structured in the MIDP exacerbated the structural weakness, as 
the development of local suppliers was disincentivised, particularly in the upstream input sectors (Tier 
2 and 3 component manufacturers) (Barnes and Black, 2013). This study aimed to provide a critical 
analysis of the impact that these policies have had on the upstream-related resource input sectors.  
A large proportion of the literature on the auto industry over the last two and a half decades has 
focussed on the aggregate macroeconomic impact that the policies (mostly the MIDP) have had on the 
industry in terms of growth, export performance, investment growth, and international competitiveness.  
Damoense and Simon (2004) wrote an analysis of the first phase of the MIDP. Black and Mitchell 
(2003) analysed the export performance of the industry and provided an analysis of the incentives and 
outcomes of the MIDP. Bronkhorst, Steyn, and Stiglingh (2013) analysed stakeholders‟ opinions of the 
APDP. Flatters (2005) analysed the MIDP‟s economic costs and benefits to the economy. Rodrik, 
Sabel, and Hausmann (2008) provided useful criticisms of the policy instruments the MIDP used. 
Naude and Neill (2011) took a different perspective, and analysed the automotive sector‟s supply chain 
problems. Nkunzi (2014) analysed the MIDP‟s impact on reshaping the economy towards knowledge-
sharing and learning. Barnes and Black (2013) provided an overview of the impact the MIDP had on 
the automotive industry, as well as what useful lessons could be learned from the policy. Barnes and 
Black (2017) focussed on developing South Africa‟s master plan and asked what lessons could be 
learned for 2nd Tier automotive economies.  
Surprisingly, there is scant literature on the impact that the policy has had on the related upstream 
economic sectors. Authors have alluded to implications for related sectors, however an in-depth, 
company level analysis that focuses on the policy impact for the South African automotive upstream-
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related sectors has not been done. This study‟s contribution to the literature is to fill the gap by 
providing such an analysis. 
South Africa is a resource-rich country, and according to Citigroup, it is the richest nation in the world 
in terms of “commodity wealth” (Ashman, Fine and Newman, 2011). The economy is still largely 
dependent on mineral exports as very little diversification has occurred over the last two and a half 
decades. The levels of value addition across all raw material sectors have been disappointing (Export 
Credit Insurance Corp, 2003; Hill, 2006). This area of research is important, as the automotive industry 
could play an important role in increasing value addition in these raw material sectors. 
This study focuses on the plastics and steel sub-sectors, as the inputs from these sectors make up a 
significant proportion of vehicle and component production, and represent the largest portion of 
component production in South Africa, where 7.9% of value addition is from plastic mouldings, and 
27.1% emanates from metal form/pressing (Barnes et al., 2018).  An analysis of these sectors allows 
for clearer observations on the policy impact, due to the level of policy exposure of these sectors.  
1.2.2 Research Question 
What impact has the automotive industrial policies, the MIDP, and the APDP had on the automotive 
industry‟s plastics and steel upstream input sectors? 
1.2.3 Research Aim and Objectives  
The primary aim of this study was to elucidate the implications of industry-specific industrial policies 
on the automotive industry‟s plastics and steel upstream input sectors.  
The main objective of this paper was to provide insight into how the policies impacted the production 
and supply of plastics and steel to the automotive sector, since the automotive industry is considered a 
model in terms of how industry-specific industrial policies should be designed and implemented.  
The second objective was to provide valuable lessons on how industrial policies can be designed to 
encourage the development of upstream sectors. 
1.3 Study Outline 
Chapter 2 of this study provides a literature review. It analyses the literature on different theoretical 
perspectives on government intervention and industrial policy. It then discusses resource-based 
industrialisation and linkage development to and from commodities‟ sectors. Finally, it analyses the 
linkage effects that arise from the automotive sector, and provides an overview of the South African 
automotive industry and its policies.  
Chapter 3 outlines the research methodology and data collection instruments. This chapter also outlines 
the motivation for using a qualitative method of data collection.  
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Chapter 4 presents the study‟s findings and the data analysis. This chapter presents the sampling for the 
study, how the raw data is presented and discusses the structure of the findings. 
Chapter 5 provides the conclusion of the study. The chapter outlines the policy implication of the study 
as well as recommendations for future research. 
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Chapter 2: Literature Review  
This chapter is sectioned as follows: sections 2.1, 2.2, and 2.3 discuss theoretical literature; and section 
2.4 provides the empirical literature.  
2.1 Government Intervention and Industrial Policy 
In terms of economic discipline, there are conflicting views regarding the government‟s role and 
intervention in economies (Lin and Chang, 2009), and these conflicting views form part of two broad 
approaches to economic development, namely the neoclassical approach, and the structuralist 
approach. Government intervention, particularly industrial policy, has been at the centre of much of the 
tension between these different approaches (Taylor, 1991).  
There is no strict definition of industrial policy, instead it is broadly defined as governments‟ efforts to 
promote productivity-based growth with interventions that seek to steer production structures within an 
economy towards sectors that are expected to offer better prospects for economic growth (Pack and 
Saggi, 2007; Perez and Alvarado, 2014). Rodrik (2016:3) defines industrial policy as “policies that 
stimulate specific economic activities and promote structural change, thus are not [exclusively] about 
industry per se”.  
The industrial success in East Asian countries has shifted the debate the from whether or not industrial 
policy plays an important role in economic development to which types of industrial policies play an 
important role in economic development (Rodrik, 2006). Some East Asian countries have achieved 
rapid industrialisation through state-led manufacturing interventions. The governments targeted their 
interventions in sectors they considered to be priority sectors. In the following sections examines the 
different perspectives and how the debate regarding industrial policy has emerged over the last few 
decades. 
2.1.1 Neoclassical Theory on Government Intervention and Industrial Policy 
Neoclassical Economic Theory on perfect markets posits that Pareto optimal resource allocation is only 
achieved through efficient markets. This belief holds that market mechanisms are, on their own, 
efficient enough to guide economic actors‟ decisions and actions in a way that creates a Pareto optimal 
outcome (Shafaeddin, 2006). Government intervention interferes with market mechanisms by 
distorting prices and resources. According to the Neoclassical Theory, governments should leave 
markets alone, as markets are, on their own, enough to lead to economic growth and the development 
of any economy (Viljoen, 2009).  
Neoclassical economic theory places no importance on any sector to drive economic development, and 
claims that all economic sectors and activities are equally productive, there are no qualitative 
differences across sectors, and linkages and multipliers arising from specific sectors are considered 
insignificant. According to this idea, manufacturing is like all other economic sectors, and can only 
drive economic growth if it is in line with the country‟s comparative advantage (Viljoen, 2009; 
Shafaeddin, 2006). Therefore, in economic development there is no place for industrial policy directed 
at specific economic sectors or activities (Shafaeddin, 2006). 
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Neoclassical economists do acknowledge that markets can fail due to issues around information 
asymmetries, co-ordination failures and externalities. Therefore, government intervention would be 
required to correct these market failures. Where the government does intervene, it must do so in a 
manner that assists markets to operate efficiently (Rodrik, 2006; Rodrik et al., 2008). This type of 
government intervention is described as a market-friendly intervention, where government intervention 
facilitates the outcomes of free markets (Öniş, 1991). 
Neoclassical economists strongly oppose sector-specific industrial policies, as they believe that 
industrial policies targeted at what governments consider strategic industries are merely an attempt at 
picking winners. These policies are usually subject to rent-seeking and a failure to launch the targeted 
industries. This is because governments do not have enough information to successfully choose sectors 
that would contribute to the economic development and industrialisation (Rodrik, 2006; Page, 2012). 
The types of industrial policies required are horizontal industrial policies where interventions are 
adapted to support all economic sectors. These policies involve creating environments that are 
conducive to business and investment, and include providing infrastructure, sound health and education 
systems, a regulatory environment, and a legislative and institutional framework to protect property 
rights and to ensure peace and order (Lin and Chang, 2009; Rodrik et al., 2008). 
Ideas regarding industrial policy have evolved over the last few decades due to the success of the East 
Asian industrialisation process. The debate has shifted from whether or not industrial policy is 
important, to what types of industrial policy interventions are important to achieve rapid growth, 
structural change, and industrialisation. Justin Lin‟s (2012) new structuralist approach suggests that 
industrial policy must be targeted at sectors that can exploit with a county‟s latent comparative 
advantage, because attempting to take huge leaps or defying a country‟s comparative advantage may be 
too difficult for governments to accomplish successfully (Lin and Chang, 2009).  
In their debate on comparative advantage and developing countries, Chang offers a different 
perspective to Lin‟s view; Chang believes that countries should defy their comparative advantage as he 
views industrial policy as processes where learning occurs through experimentation and trial and error 
(Lin and Chang, 2009). While Chang (2003) acknowledges the difficulties and risks associated with 
leapfrog industrialisation attempts, he also recognises the importance of defying comparative 
advantages for developing countries in catching up to industrialised economies. Chang notes that the 
early industrialisers achieved their levels of income and economic growth through some form of 
government support or protection. While the risk of failure for developing countries may be present, 
the outcomes of the industrial policy process provide valuable lessons for developing countries (Chang, 
2003; Lin and Chang, 2009). 
Developing countries require clear and well-designed industrial policies constructed by a strong, 
capable, and autonomous state that provides the directional thrust to the operation of the market 
mechanisms. These policies must have disciplines in place that will ensure that the conduct of business 
assists in achieving broader developmental goals (Öniş, 1991).  
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2.1.2 Structuralist Perspective of Government Intervention and Industrial Policy 
The theoretical approach of this study is based on the structuralist perspective of industrial 
development and industrial policy.   
The structuralist approach follows a historical-deductive method instead of a hypothetical-deductive 
method for development, where empirical observations are based on evidence drawn from historical 
industrialisation success. Structuralist economists view economic development as a complex process of 
structural change, and the continuous movement of labour to sectors producing more technologically 
sophisticated goods and services (Gonzalez, 2006; Bresser-Pereira, 2012).  
“Structuralist scholars challenge the notion that the market is fundamental and a superior mechanism of 
resource allocation. The world is one that operates under uncertainty, imperfect competition and 
information” (Nkunzi, 2014:21). Structuralist scholars understand that the market as an institution of 
economic co-ordination is excellent, however, economic development cannot rely exclusively on this 
premise. In terms of co-ordination, information asymmetries, and the private sector‟s inability to invest 
in basic raw material industries and economic infrastructure, the state should provide the market with 
the necessary push to invest in developmental processes (Bresser-Pereira, 2012).  
The structuralist theory favours government intervention, particularly in industry. The structuralist case 
for industrial policy is rooted in the importance of manufacturing for economic growth. Manufacturing 
has unique characteristics; unlike other sectors, manufacturing yields dynamic increasing returns, it has 
strong linkages with other sectors in the economy, it has important multiplier and spillover effects, 
manufacturing goods are tradable, and manufacturing has strong properties of innovation, learning by 
doing, and economies of scale and scope (Gonzalez, 2006; Rodrik, 2006). Manufacturing has been 
characterised as an engine of growth, since according to Kaldor‟s First Growth Law, manufacturing 
productivity growth is positively related to output growth (Dasgupta and Singh, 2007; Thirlwall, 2010). 
State-led policies targeted at manufacturing can lead to industrialisation. Manufacturing has been the 
main source of technology-driven productivity growth in modern economies. Historically, 
industrialised countries used strategic interventions to promote manufacturing growth and 
technological upgrading, and these policies took the form of trade protection and government subsidies 
for infant industries. Mainstream economists have long overlooked these interventions that assisted 
industries in developed economies, when recommending development paths for developing countries. 
Chang describes this oversight as industrialised countries kicking away the ladder that they used to 
become industrialised (Chang, 2003; Lin and Chang, 2009). 
Structuralism has also rejected the notion that developing countries should specialise in producing 
primary goods in which they have a comparative advantage (Bresser-Pereira, 2012). The structuralist 
approach argues for structural transformation, which entails a movement away from less productive 
economic activities, such as agriculture and services, towards more productive activities, such as 
manufacturing (Page, 2012).  
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State-led interventions that promote manufacturing can be implemented in either horizontal 
(functional) or vertical (selective) industrial policy. Horizontal industrial policies focus on providing 
public goods that are likely to be under-provided by the market, and they benefit all industries equally, 
for example, research and development, infrastructure, and education. Vertical industrial policies are 
targeted towards a specific industry or sector, and they usually work against market signals to enhance 
efficiency and promote productivity in the chosen sector or industry, by providing companies with 
subsidies, tax holidays, and grants, or protecting the industry from international competition with high 
tariffs (Chang, Andreoni and Kuan, 2013).  
The rationale behind implementing selective industrial policies centres around the unbalanced-balanced 
growth debate where governments, due to scarce resources, initially need to focus on leading industries 
that have strong linkages, a historical record of higher growth rates, spillover effects, and the potential 
to promote structural change and economic development, rather than focusing on industrial policies 
that target all industries in the economy (Chang, 2011). 
In practice, many horizontal industrial policies must be tailored to specific regions or sectors in an 
economy, for example, it is believed that education and infrastructure are general industrial policies, 
but beyond the general level (grade 9), education becomes specialised. An education policy to promote 
the number of engineers in a country cannot produce generic engineers, it would need to be tailored to 
the specific needs in sectors, such as electronic, chemical, mechanical, and so forth. Physical 
infrastructure is location-specific. Policies to promote infrastructure development would impact sectors 
differently. There is a level of selectivity that is unavoidable. Thus, the challenge for policymakers lies 
in choosing an industrial policy with the correct mix of interventions for strategic industries (Chang et 
al., 2013). 
2.2 Resource-based Industrialisation and Linkages 
South Africa is a mineral-rich country. It has a considerable proportion of the world‟s gold and 
platinum deposits. South Africa‟s Minerals-Energy-Complex (MEC) still lies at the core of the 
economy. The MEC is best understood as a core set of industrial sectors linked to mining and energy 
that have strong linkages to each other but weak linkages to other sectors (Ashman, Fine and Newman, 
2011). This over-reliance on these sectors has persisted since the 1980s (Walker, 2001). 
South Africa‟s economic growth cannot be sustained by exporting mineral resources. Value addition of 
its natural resources is required to diversify the country‟s economy and to increase employment. A 
resource-based approach to industrialisation and economic development is one of the policy strategies 
suggested for resource-rich countries like South Africa (Ramadoo, 2015; United Nations Economic 
Commission for Africa, 2013).  
The resource-based approach to industrialisation focuses on utilising a country‟s natural resources to 
initiate industrial development. The natural resources create sizable opportunities for the acceleration 
of economic transformation. This is achieved by building and strengthening linkages to and from the 
resource sectors (Ramadoo, 2015). Hirschman proposes three types of linkages: consumption linkages; 
fiscal linkages; and production linkages. (Hirschman, 1977). Consumption linkages are the increasing 
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demand for products and services as a result of the income earned in an industry. Fiscal linkages are the 
revenue that governments can extract from the industry in the form of taxes, royalties, and income 
taxes. Production linkages are both backward (input sectors) and forward (output sectors) associations 
(Fessehaie and Morris, 2014; Hirschman, 1977) 
Productions are the strongest linkages that arise from the resource sectors. These linkages are more 
likely to stimulate the development of a diversified economy then consumption and financial linkages. 
Backward production linkages emerge from the horizontal, vertical, and technological supply-demand 
interactions between resource producers and input providers. These inputs are used in the extraction of 
natural resources, and are specialised for mining and agriculture sectors (Callaghan, 2013; Fessehaie 
and Morris, 2014). The demand for specialised mining inputs has played a significant role in 
developing South Africa‟s industrial development, particularly in the Gauteng province, which has 
benefited from the agglomeration of companies that provide metal products, electrical equipment, and 
construction that are linked to mining (Ramadoo, 2015). 
Forward production linkages arise out of the outputs produced by the resource sector that can be 
inputted into manufacturing activities. Mineral outputs such as steel are central to automotive 
manufacturing and construction activities. Within forward linkages, there is a clear distinction between 
processing and beneficiation. Processing entails intensification of value added where commodities are 
refined before being used in other industries. Beneficiation is a process in which a commodity is 
transformed into a new product, one that is unrelated to the resource sector. Beneficiation is the process 
in which natural resources contribute to an economy‟s diversification (Morris, Kaplinkski and Kaplan, 
2012). 
Linkage depth and breadth from the South African resource sectors has shallowed since 1994. The 
country has not utilised the resources, rents, and technological spillovers from the resource sectors to 
accelerate the economy‟s industrial structure (Walker, 2001). Prospects of spillovers linked to 
downstream linkage development from the resource sectors may be limited, as resource sectors have 
limited backward linkage spillovers. For instance, mining requires certain technologically sophisticated 
equipment that cannot be used in other manufacturing activities. In South Africa, the innovations for 
deep underground mining cannot be transfused into manufacturing activities (Ramadoo, 2015).  
The rationale behind value addtion of natural resources for resource-rich countries arises out of the 
volatility of community prices, since an over-reliance on commodity exports leaves resource-rich 
countries vulnerable to community price fluctuations. Commodity price increases can provide countries 
with additional revenue that can be used for developmental purposes, while commodity price decreases 
can contribute to a country's economic recession (Morris et al., 2012; Ramadoo, 2015).  
Resource sectors, excluding certain agricultural activities, are capital intensive. Employment creation 
occurs through value addition of natural resources. Moving up the value chain also allows countries to 
widen their range of competitive sectors; this encourages flexibility and improves an economy‟s 
capacity to adjust to sudden economic shocks. There is significantly more revenue that can be acquired 
from value addition of natural resources. Finished products are more likely to generate higher foreign 
exchange earnings, and they are also less likely to be affected by fluctuating prices and declining terms 
of trade (United Nations Economic Commission for Africa, 2013).  
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Resource-based industrialisation strategies that focus on the beneficiation of mineral resources prior to 
exporting have contributed to many countries‟ industrial development. In Norway, the implementation 
of policies that developed the linkages from oil has resulted in a well-developed petroleum sector. 
Local content policies were implemented to encourage the development of oil processing. In Malaysia, 
the linkages with the oil sector and the rest of the economy were weak. A network of locally owned 
suppliers to supply processed oil did not exist, and the development of forward linkages failed due to a 
fractured supply chain (Morris et al., 2012; Ramadoo, 2015).  
There are numerous challenges that arise out of resource-based industrialisation. Resource sectors, 
excluding certain agricultural activities, are highly capital-intensive, South Africa may not be able to 
address its unemployment crisis with a resource-based industrialisation strategy. Resource sectors, such 
as mining, are enclaves, and these sectors do not have strong spillover effects into other sectors 
(Ramadoo, 2015).  Encouraging the development of sectors that use the inputs from these sectors can 
be a mechanism to overcome some of the challenges that arise out of resource-based industrialisation. 
Policies that encourage the use of local content and strengthen the quality, availability, and reliability 
of the outputs produced by resource sectors ensure that it is attractive for domestic manufacturers to 
source their inputs. Stimulating downstream industries‟ non-extractive sectors can contribute to mineral 
beneficiation or value addition (Walker, 2001). 
In South Africa, resource-based industrialisation is also challenged by market power abuse by 
dominant companies in the mineral extraction sectors. These sectors are highly concentrated and are 
dominated by large companies, which, despite South Africa‟s low input costs, have priced their 
products at import parity prices (IPP). Pricing at IPP ensures that the cost competitiveness of upstream 
resource companies is not passed on to downstream producers (Machaka and Roberts, 2003; Roberts, 
2004). Both the plastics‟ basic chemicals and steel sectors have seen companies pricing at IPP. These 
pricing strategies can play a significant role in hindering the development of upstream industries that 
use their inputs (Parr, 2005; Makhaya and Roberts, 2013). 
South Africa has a relatively well-developed automotive sector that has the capacity to demand from 
the local steel, platinum, plastics, and rubber sectors. The automotive sector can be leveraged to 
encourage domestic processing and beneficiation of South Africa‟s mineral resources. Increasing local 
content requirements, improving infrastructure, and encouraging agglomeration from the resource 
sectors to the automotive sector can aid in this (Morris et al., 2012; Ramadoo, 2015).  
2.3 Linkages and the Automotive Industry  
Economic development is accelerated by investments in industries that have strong backward and 
forward linkages. Hirschman (1977:72) defines linkage effects as “investment generating forces that 
are set in motion through input-output relations when productive facilities that supply inputs to that line 
or utilise its outputs are inadequate or non-existent. Backward linkages lead to new investment in input 
supplying facilities and forward linkages to investment in output using facilities”.  
The automotive sector has strong backward production linkages. The industry is characterised as a 
“last” sector; the last sector is one that uses the inputs of other sectors, and whose output goes to final 
demand (Hirschman, 1958; Hirschman, 1977). The automotive sector‟s growth and development would 
stimulate its input sectors‟ growth, as an increase in demand from the automotive sector would spur 
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increases in production of automotive inputs. If the required inputs were locally sourced this would 
contribute to domestic production growth and encourage investments (Barnes and Black, 2013; 
Flatters, 2005; Hirschman, 1977). 
The development of “last” stage sectors is important in developing countries such as South Africa. The 
backward approach to industrialisation, starting from final touches production to production of basic 
materials can be a powerful stimulus for developing the raw material sectors. It is difficult to imagine 
the types of metal fabricating industries that could arise out of establishing a steel and iron industry, 
however, it is easier to imagine the types of metal fabricating industries that could arise from 
establishing an auto industry. In this sense, the metal pressing sectors can be characterised as satellite 
industries to the auto industry. Satellite industries produce primary inputs for the major industry and 
enjoy proximity to the major industry (Hirschman, 1977). In South Africa, component manufacturers 
are usually located near the OEMs, and South Africa has a relatively well-developed metals industry 
(Barnes and Black, 2013).  
Due to its strong backward production linkages, the automotive industry‟s development and growth 
will impact its input sectors‟ growth and development. This impact is likely to vary across sectors, 
depending on what input the sector provides to the automotive industry, for example, sectors such as 
the rubber, steel, and plastics are highly dependent on the automotive industry, as it is one of the main 
consumers of their products (Hill, 2006).   
2.4 South African Automotive Policies 
The first automotive manufacturing plant was established in South Africa in 1920 when Ford and 
General Motors opened their manufacturing plants in the country. Since then the automotive industry 
has transformed and developed into South Africa‟s one of leading manufacturing industry (Viljoen, 
2009). The industry has maintained its competitive resilience despite a contraction in manufacturing 
output in the country, and the industry‟s export contribution, employment share, and technology 
multipliers have established it as a core industrial sector (Barnes and Black, 2017). 
2.4.1 Historical Policy Overview 
Prior to democracy, the automotive industry‟s strategy was characterised as an import substitution 
strategy. The industry had high protective tariffs and small production plants, and was a fragmented 
industry in which many models were produced in small volumes. The total production volume by 1960 
was 87 000 vehicles. Due to the low local content levels at the time, only 20%, the government 
introduced targeted industrial policies that aimed to increase local content levels in the country, and 
these policies ran from 1961 to 1995 (Barnes and Black, 2013).  
The series of local content programmes included six phases. The first series of programmes required 
adjustments to the local content levels, which were accompanied by high tariff levels. During these 
phases, local content was measured by weight/mass and was increased to up to 66% for all light 
vehicles. The aim of the local content programmes was to protect the local industry from importation 
costs and to save foreign exchange (Barnes and Black, 2013). The problem with the programmes was 
that they failed to rationalise production. The industry experienced a sharp proliferation of assembly 
plants, and by 1993 there were 34 different assembly platforms.  
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In the 1980s, phase VI, the last phase of the local content programme was introduced. It began to 
change the industry‟s orientation and marked the reduction in the industry‟s protection. This phase 
attempted to reverse the problems of over-fragmentation, high unit costs, and low production volumes. 
The local content measurement was changed from mass to value, and the required level was phased 
down to 50% (Barnes, Kaplinsky and Morris, 2003; Barnes and Black, 2013). By 1990, the 
government realised that South Africa‟s small market was not going to ensure the industry‟s long-term 
sustainability, and that an export orientation strategy was required to ensure the industry‟s survival 
(Viljoen, 2009). 
2.4.2 The Post-Apartheid Policies: The Motor Industry Development Plan and the Automotive 
Production and Development Programme 
The MIDP was introduced in 1995. The policy was based on recommendations made by the Motor 
Industry Task Group (MITG), and closely resembled the Australian export facilitation scheme (Black 
and Mitchell, 2002). “The primary goal and reasoning behind the creation of the MIDP were to develop 
a globally integrated and competitive local motor vehicles and components auto industry through the 
promotion of exports” (Nkunzi 2014:40).  
The MIDP used four policy instruments.  
1. The first was the passing down of duty/tariffs. Import duties were lowered from 65% in 1995 to 
25% in 2012 for completely built-up (CBU) light motor vehicles. Import tariffs on components 
used in the assembly process went from 49% in 1995 to 20% in 2012.  
2. The second was the Productive Asset Allowance (PAA), which was an investment incentive 
designed to encourage investments in productive assets. The allowance was a 20% duty rebate 
on capital investments, and was only for OEMs that manufactured light vehicles in South 
Africa.  
3. The third policy instrument was Duty-Free Allowances (DFA) that allowed for a 27% duty free 
allowance for components used in manufacturing vehicles for the Southern African Customs 
Union (SACU) market.  
4. The last policy instrument was the Import-Export Complementation (IEC); this instrument 
aimed to encourage manufacturers to export, and the import rebate credit certificates (IRCCs) 
were used to reduce the import tariff liability to manufacturers of local content exports (Barnes 
and Black, 2013; Bronkhorst, Steyn and Stiglingh, 2013).   
The IEC scheme was aimed at expanding South African exports into international markets. Exports and 
export destinations increased, total vehicles exported rose from 15 764 units in 1995, to 277 893 units 
in 2012, the export value of components and vehicles increased from R4,2 billion to R86,9 billion, and 
the total number of vehicles exported between 1995 and 2012 was 2 411 277 units. South African 
export destinations increased from 62 to 152. However, these export increases were accompanied by a 
surge in imports. The value of total automotive imports grew from R16.4 billion in 1995 to R136.1 
billion, and this influx of imports increased the automotive industry‟s trade balance deficit from R12.2 
billion in 1995 to R49.2 billion in 2012 (Automotive Industry Export Council, 2013; Barnes and Black, 
2013).  
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The MIDP policy has contributed to the structural changes in the industry. Throughout the policy‟s 
existence there was a significant rationalisation of the vehicle models, and the number of model 
platforms decreased from 41 to 12. This rationalisation has not been met with increased levels of local 
value addition (Barnes and Morris, 2000). South African automotive manufacturers were integrated 
into the global value chain and established links with multinational auto companies. Global integration 
has also increased the level of foreign ownership in the supply chain, as 75% of Tier 1 component 
manufacturers are foreign multinational companies (Automotive Industry Export Council, 2013; 
Automotive Industry Export Council, 2018).  
The MIDP‟s incentives resulted in disinvestment in local component manufacturing, where component 
manufacturing shrunk both in value and in size. The OEMs strategically used the policy instruments to 
secure their positions in the county by increasing their exports in order to offset import duties on 
components and vehicles. The growth in exports of peripheral components, such as catalytic converters 
and leather seats, earned massive import credits for OEMs, and this limited the demand for locally 
manufactured components and led to the erosion of local content across the supply chain (Barnes et al., 
2018; Bell et al., 2018; Black and Mitchell, 2002).  
During the MIDP the power imbalance in the industry intensified; the policy shifted the power balance 
in favour of the assemblers. The generous export assistance and levels of rebates entrenched the OEMs 
dominant position and allowed them to influence companies‟ investment and production strategies in 
the supply chain (Viljoen, 2009; Nkunzi, 2014). 
The MIDP was replaced by the current policy, the APDP, in 2013. The APDP differs from the MIDP 
in that it is production-orientated rather than export-orientated. The aim of the APDP is to increase 
production volumes to 1.2 million by 2020, and to deepen localisation in the supply chain (Bronkhorst, 
2010). The APDP also has four policy instruments.  
1. the first is the stabilisation of import tariffs; tariffs on CBUs will remain at 25% and 20% for 
components;  
2. the second is the Automotive Investment Scheme (AIS), which is a taxable cash grant of up to 
30% on capital investments in productive assets;  
3. the third is the production incentive that comprises an import duty rebate credit on the amount 
of local value added; and  
4. the fourth is the Volume Assembly Allowance (VAA), which allows assemblers that produce 
more than 50 000 vehicles annually to import a percentage of their components duty-free 
(Bronkhorst et al., 2013).   
Under the APDP, the value of vehicle assembly activities increased from R75 billion in 2012 to 137 
billion in 2015, however, this increase was met with an increase in imports of about R44 billion. Local 
content levels have deteriorated from 46.6% in 2012 to 38.7% in 2015. Although the automotive trade 
balance deficit has narrowed from a peak of R63.8 billion in 2013 to R43.5 billion in 2017, it has not 
improved significantly from the MIDP levels (Barnes et al., 2018).  
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The APDP has improved investments in the industry; since the inception of the AIS, a total of 433 
projects amounting to R50.6 billion have been approved. This initiative has created an additional 
almost 17 000 jobs in the industry (Automotive Industry Export Council, 2018).   
2.4.3 The 2035 South African Automotive Masterplan 
The South African Automotive Masterplan (SAAM) is still under development. This plan is a response 
to the many competitive challenges facing the industry. It is a strategy for the automotive industry to 
position itself as a “globally competitive and transformed industry that actively contributes to the 
sustainable development of South Africa‟s productive economy, creating prosperity for industry 
stakeholders and broader society.” (Barnes and Black, 2017:5). 
The SAAM has the following six key development objectives:  
1. to grow South African vehicle production up from 0.6% to 1% by 2035; 
2. to increase local content in assembled vehicles from the current 38.7% base to 60%; 
3. to double employment in the value chain;  
4. to improve completeness to the levels of international competitors;  
5. to achieve transformation of the value chain; and  
6. to deepen value addition within the industry (Barnes and Black, 2017).  
The process of developing the SAAM has identified eight Global Value Chain (GVC) drivers that will 
impact the South Africa automotive industry. These GVC drivers can be obstacles or opportunities for 
South Africa‟s automotive industry. The GVC drivers are grouped together as follows:  
 the fuel economy requirements for developed economies are associated with smaller internal 
combustion engines and movements towards high technology; 
 the rapid growth in alternative engine technologies; 
 movements towards battery-electrical vehicles and plug-in hybrid electric vehicles; 
 increases in the use of new materials, nanotechnologies, and light metals such as aluminium; 
 infotainment and vehicle connectivity developments; 
 the advancements in safety requirements; and 
 the disruptions that autonomous vehicles and mobility services will have on vehicle production 
volumes (Barnes and Black, 2017; Barnes et al., 2018).  
Neither the MIDP nor the APDP has shifted the position of South Africa‟s automotive industry as a 
second-Tier player within the global automotive value chains. South Africa‟s upstream component 
manufacturers remain underdeveloped. Compared to the global auto value chain, South Africa‟s value 
addition breakdown is described as a reverse pyramid. The bulk of value addition in South Africa is 
added by OEMs (40%) and Tier 1 component manufacturers (40%), and only 20% is added by 
upstream component manufacturers (Tiers 2 and 3) (Barnes et al., 2018).  
South Africa‟s incentive support is rated at 4, which is high, and it shares this level of incentives with 
Thailand, Morocco, Malaysia, and Turkey. Its performance has been poor compared to Thailand, 
Morocco, and Mexico, as these countries experienced an average growth above 7% over the period 
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2011 to 2015, while South Africa‟s average growth has been 3.7%. South Africa has failed to develop 
the characteristics of real automotive hubs, as have Thailand and Mexico (Barnes et al., 2018). 
South African vehicle production does not have the cost advantages that other developing countries 
have, such as Thailand. Achieving the SAAM‟s projections and objectives will be difficult. It will 
require careful co-ordination and a close working relationship between industry stakeholders. The GVC 
drivers will have a significant impact on South African automotive production. The South African 
government must continue to provide substantial support to the industry to ensure it continues to grow 
and develop. The industry has been identified as a key strategic industry, and since global vehicle 
demand, production, and technologies are changing, these changes will impact the future of domestic 
component manufacturers as well as the automotive industries‟ related economic sectors (Barnes and 
Black, 2017; Bell et al., 2018).  
2.5 Conclusion  
The theoretical approach of this study is based on the structuralist approach to development. The 
structuralist approach favours government intervention, particularly industrial policy that is targeted at 
strategic industries. Developing country governments have limited resources and cannot implement 
industrial policies aimed at all sectors of the economy. These strategic industries need to exhibit strong 
linkages and spillover effects to the rest of the economy, so that they drive economic development and 
industrial upgrading (Chang, 2011; Gonzalez, 2006).  
The South African government has identified the automotive industry as a strategic industry and it has 
been the recipient of significant government support and protection. In their efforts to strengthen South 
Africa‟s global automotive manufacturing position, the democratic government has implemented the 
MIDP and the APDP, and these policies are considered crucial for the survival of the automotive 
industry (Bronkhorst et al., 2013).  
Due to its strong backward production linkages, the automotive industry policies have had an impact 
not only on the industry itself, but also on its upstream-related economic sectors. This study aims to 
critically analyse the impact that these policies have had on the upstream steel and plastics‟ sectors. 
These sectors were chosen as they comprise a significant share of vehicle production (Barnes and 
Black, 2013; Hirschman, 1977). 
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Chapter 3: Methodology 
This research used a qualitative method of data collection using semi-structured interviews. The semi-
structured interviews were conducted face to face, telephonically and via Skype. Three sets of 
questionnaires were constructed to conduct interviews. One questionnaire was designed for Tier 1 
component manufacturers, the second questionnaire was for Tier 2 and 3 component manufacturers, 
and the third questionnaire was designed to gain insight from academics and industry experts in order 
to guide some of the questions for the component manufacturers. 
The aim of the component manufacturers questionnaires was to assess the impact of the policies along 
the variables of interest. These questions assisted in answering the research question.  
A qualitative approach was preferred because it provided depth and detail as participants were able to 
elaborate on the questions asked. It provided flexibility and range on the types of questions that were 
asked and allowed the researcher the capacity to elicit more information from the participants using 
follow up questions. The qualitative approach allowed the research to take into consideration the 
overall picture in a way that the quantitative method cannot. The perspectives of the component 
manufacturers, academics and industry experts on the impact of the policies was important for 
answering the research question, this is difficult to measure fully in a quantitative way. 
The structured interviews were used to gather data on the relevant economic variables, namely, the 
proportion of production for domestic and export markets, input sourcing, company ownership, 
employment levels, investment and research and development. The questions asked allowed for the 
changes in the variables to be analysed throughout the duration of the policies.  
Qualitative and quantitative data was collected with the semi-structured interviews. The interviews 
provided industry stakeholders with the flexibility to provide their reflections on how the policies 
impacted their companies directly and on how they have contributed to the current structure of the auto 
industry.  
Secondary data was collected from sources such as published journal articles, public and industry 
association reports, accredited news sources and research institution working and published papers. 
The secondary data was used primarily in the literature review, it provided the theoretical framework 
around industrial policies and government intervention, it summarised policy performance, industry 
outcomes, and policy instruments and provided information on the industrial structure. Literature and 
reports on the policies were also used to supplement the findings of the research. 
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Chapter 4: Analysis of Findings  
4.1 Sample Description 
A non-probability approach was used to select respondents for this research, meaning they were not 
randomly selected. The researcher used judgemental or purposive sampling method, and the 
respondents were selected as they were experts in the sectors of interest to the study, and because of 
their location and availability. 
After selecting the companies and organisations, the researcher‟s subsequent task was to approach the 
appropriate people to interview. Interviewing the right person was important as they were able to 
supply the information that the researcher required. Interviewing the right people also limited 
misrepresentations due to a lack of knowledge, and increased the accuracy in the answers that 
respondents provided. The interviews were conducted with managers, production managers, industry 
organisation directors, and academic experts. 
The sample size for the study consisted of 22 companies. The small sample size is largely due to the 
restrictions in terms of response rates and time constraints. However, the small sample size allowed the 
researcher to develop a multiple case study approach to the research. The respondents were categorised 
in terms of the Tiers and sectors. The study consists of four case studies: the impact of the policies on 
plastics Tier 1, plastics Tiers 2 and 3, steel Tier 1, and steel Tiers 2 and 3 component manufacturers. 
The purpose of the case study approach was to contribute to the existing literature on the automotive 
industry. This study was not intended to generalise the findings for a larger population. 
4.1.2 The Sample Size 
Table 1: Sample size 
 
The total sample size consisted of 22 companies and six academics and industry experts. Table 1 shows 
how the sample size was divided into the different case studies. The largest of the case studies was the 
steel sector case study. The steel sub-sector had seven respondents in the Tier 1 case study, and six 
respondents for Tiers 2 and 3.  
4.1.2 The Variables  
The primary data/information collected from all the respondents was divided into the case studies. The 
variables were grouped, as shown in Table 2. The data was grouped according to the variables as they 
were written down in their raw state. The grouped data was then analysed to draw conclusions for the 
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study. The statistical data was represented graphically, and the non-statistical data was used to draw 
comparisons between the case studies. The data was also compared to secondary data and literature to 
strengthen the data‟s validity.  
Table 2: Variables  
 
All the variables were analysed for Tier 2 and 3 companies as they were the upstream related sectors of 
the automotive sector, and thus the primary sub-sectors of interest for this study. The Tier 1 case 
studies were analysed through the production, input sourcing, and supplier ownership variables. 
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4.2 Summary of Results  
4.2.1 Case study 1: Steel Tier 1 Component Manufacturers 
The respondents of this case study primarily produced seat frames, steel interior components, rails, 
beams, and steel chassis.  
4.2.1.1 Production  
Figure 1: Proportion of Production 
 
(Source: Collected 2016/17 company data)  
 
Figure 1 represents the company‟s 2016/17 production proportions. The results demonstrate that the 
majority of companies produce for domestic markets. The domestic production made up more than 
50% of the company‟s production for five out of the seven companies. The remaining two companies 
produced about 70% for export markets. The common explanation given was that the contractual 
obligations between the companies and the OEMs they supply require that they produce components 
for the OEMs located in South Africa and in other countries.  
The proportion of production changed throughout the duration of both policies. Five companies could 
account for changes throughout both policies. The following is a summary of the changes in their 
export and local production performance during the MIDP, as provided by the respondents. Exports 
increased by 20 and 30 percentage points respectively for two companies from 1999 to 2007/8; one of 
those companies experienced a 30-40% increase in their exports during the MIDP. One company 
experienced a minor increase (less than 5 percentage points) in domestic production; this was largely 
due to new contracts in the after-market. Production for domestic markets decreased for another 
respondent by 12-15 percentage points from 1995 to 2000. The proportion of domestic production has 
not changed for one company, as it has consistently produced 100% for domestic markets since 1993. 
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The data shows that exports increased during the duration of the MIDP, companies experienced 
increases in exports of between 10 and 40 percentage points throughout the duration of the policy. This 
coincides with the increase in exports reported by Black and Barnes (2013) in their analysis of the 
MIDP‟s performance and the Automotive Export Council‟s (2013) MIDP track record report. 
The common trend during the current APDP policy has been that companies‟ exports have not 
experienced significant changes in the share of their export market production. Two companies 
reported a 5-10 percentage point increase in production for domestic markets. The companies attributed 
the increase to efforts by their respective OMEs to increase local content. Only one company reported a 
5 percentage point increase in exports, the reason given was that it was a new contract to produce 
components for their OME‟s international subsidiaries. 
4.2.1.2 Raw Material Sourcing  
Figure 2: Input Sourcing 
 
(Source: Collected 2016/17 company data) 
 
The respondents provided 2016/17 input data. Figure 2 shows that three out of seven companies‟ 
sourced above 40% of their inputs through imports. One company‟s inputs were 100% imported. 
Respondents did not specify their import destinations. The companies reported that the differences in 
quality and price were the main reasons for sourcing from international producers.   
The changes in input sourcing throughout the two policies show that the local Tier 1 company 
increased their imported inputs during both policies. Under the MIDP policy, imports increased by 10 
to 20 percentage point for four of the seven companies. One company reported that its imports have 
remained relatively stable since 1995. The APDP demonstrates a shift in the sourcing of inputs for the 
respondents. Many of the companies have increased their local input sourcing. Respondents reported a 
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2 to 10 percentage increase in local input sourcing since 2013. The increase could have been higher, as 
local suppliers have an advantage over international steel producers in terms of shorter lead times and 
cost savings in terms of insurance. However, due to the requirements for higher quality grades in steel 
products and the lack of local producers of such grades, the domestic Tier 1 company imports. 
The changes through both policies were also analysed. Respondents reported significant improvement 
in the availability and quality of the inputs throughout the duration of the MIDP and APDP. The 
consistent change during the MIDP was that the domestic suppliers‟ cost inputs that they claim have 
remained high relative to international suppliers. The companies reported that costs maintained 
reasonable price trends during the ADPD. 
4.2.1.1 Supplier Ownership 
The data shows the trend of increased foreign supplier ownership in this case study. The company‟s 
supplier ownership was assessed by asking respondents to report as to whether their suppliers were 
mostly foreign-owned, mostly locally owned, or whether their suppliers had dual ownership. Five out 
of seven respondents reported that many of their suppliers were mostly foreign-owned. One company 
admitted to a 100% foreign ownership for supplies, as it sourced all its inputs internationally. The 
responded reported that sourcing internationally was cheaper than sourcing domestically. One company 
confirmed that two of its suppliers were 100% locally owned, and one had dual ownership, where the 
local owner owns an approximate 53% share in the company. 
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4.2.2 Case study 2: Steel Tier 2 and 3 Component Manufactures 
The respondents in this case study primarily manufactured automotive steel components, such as metal 
pressings and machining, metal piping, body panels, and tool manufacturing. The primary customers 
for their products are Tier 1 auto component manufacturers and OEMs. 
4.2.2.1 Production 
Figure 3: Proportion of Production 
 
(Source: Collected 2016/17 company data) 
 
The data in Figure 3 represents 2016/17 company production data. Figure 3 shows that most of the 
companies in the case study produce for export markets. Five out of six companies‟ production for 
export markets consisted of over 40% of their total production. One company produced 90% of its 
production for domestic markets, this was due to the company‟s large size and close association with a 
large South African steel producer.  
The company‟s proportion of production has changed during the two policies. Under the MIDP the 
overall trend was an increase in exports. Companies reported an increase in exports of between 16 and 
28 percentage points. One respondent reported that their exports increased by 60% from their 1994 
level, their exports did, however, decrease in 2007/8, due to the global economic crisis.  
Exports have remained stable since 2013 for four out of the five companies. These respondents did not 
report any significant changes in their export levels since the introduction of the APDP. One 
respondent reported a 10 percentage point increase in the domestic proportion of total production. The 
company attributed this to the change in policy that required higher local content levels. 
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4.2.2.2 Input Sourcing 
 
Figure 4: Input Sourcing 
 
(Source: Collected 2016/17 company data) 
 
Figure 4 demonstrates a mixture of input sourcing by the companies in this case study. Half of the 
companies sourced significant proportions (above 60%) of their steel inputs through imports. The other 
half sourced their steel imports predominantly from domestic sources. The levels of domestic and 
imported sources were high for these companies. Domestic sourcing companies sourced over 80% of 
their inputs from local sources, namely local scrap metal providers and large steel producers.  
There were significant changes in input sourcing by the companies throughout the two policies. The 
respondents reported increases in imports ranging between 4-28% during the MIDP from pre1994 
levels. One company indicated that although its domestic input sourcing remained high, its imports still 
fluctuated between 5% and 11% from 1995 to 2010.  One respondent reported a 5% increase in its 
imports from 1998 to 2004.   
Many of the respondents reported no significant changes in the levels of imports under the APDP. 
From 2007, imports decreased for one company to 60% of their total inputs. One respondent reported a 
decrease in imports of 12 percentage points under the APDP as the company had taken steps to 
increase their local content.  
Companies expressed their reasons for sourcing domestically and through imports. The main reasons 
companies chose to import rather than source domestically were:  
 the shortage of South African mills; 
 the volatility in South Africa‟s commodity sector that made imports more attractive; 
 cheap steel imports from China (cited by two companies that imported); and  
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 large steel manufacturers pricing at IPP.  
The main reasons that companies sourced from domestic sources were:  
 less stock holding that cuts their costs;  
 improvements in the local scrap metal sector in terms of availability and quality of scrap metal; 
 shorter lead times, which ensures less risk of obsolescence; and  
  transport and insurance cost savings.  
4.2.2.3 Supplier Ownership 
The respondents provided data on their suppliers‟ ownership, revealing that six out of the 10 suppliers 
were wholly and partly foreign owned, two of the suppliers were 100% domestically owned, one of the 
large suppliers was a foreign-owned subsidiary, and the domestically owned suppliers were primarily 
engaged in scrap metals.  
4.2.2.4 Employment  
The overall employment trend showed a decrease in employment throughout the duration of both 
policies, except for one company. Under the MIDP, respondents collectively reported losses of over 
160 employees from 1995 to 2012; these employment trends fluctuated during the policy, and 
companies reported the aggregate employment loss for that period. In 2015, one company increased its 
employment under the APDP by hiring 15 employees. Two respondents reported letting go an seven 
employees under the APDP in addition to the 10 employees that were retrenched under the MIDP. This 
was largely due to the introduction of new technologies and machinery upgrading. The remaining 
respondents reported no changes in their employment levels under the APDP.  
4.2.2.5 Investment  
Most of the respondents, except for two, reported increases in investments during the duration of the 
policies. Under the MIDP two companies reported major investments in machinery upgrading, skills, 
and development, and importing new technologies. One respondent invested in a new manufacturing 
plant under the MIDP. During the ADPD, two companies reported an investment in re-skilling their 
managerial staff and facility upgrading. The remaining respondents reported no new investments under 
the APDP. 
4.2.2.6 Research and Development  
Only one respondent reported investments in research and development under the MIDP. This 
company is a large company that introduced new grades and developed technology, which allowed it to 
roll thin material of up to 0.35mm. This technology allowed component manufacturers to produce 
catalytic converters and manifold connections, etc. No new additional research and development were 
reported under the APDP for the remaining respondents. 
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4.2.2.7 Company Ownership 
Two out of the six respondents reported that the levels of foreign ownership increased during the 
MIDP. A 30% share of one company was acquired by a foreign investor. The ownership of the 
remaining four respondents has remained unchanged since 1995. Three out of the six companies were 
still 100% locally owned, while two were 100% foreign owned. No changes in ownership were 
reported under the APDP. 
 
4.2.3 Overview: Case studies 1 and 2  
Table 3: Case studies 1 and 2 
 
The two case studies provide meaningful insight into the policies‟ impact on the steel sub-sector. Case 
study 1 relates to Tier 1 steel component manufactures while case study 2 relates to Tier 2 and 3 
component manufactures. In terms of proportion of production, both case studies show that exports 
increased under the MIDP. Under the APDP, domestic production increased for Tier 1 companies, but 
not for Tier 2 and 3 component manufacturers. Imports also increased under the MIDP in both case 
studies. Tier 1 companies reported increases in their domestic input sourcing, while most of the Tier 2 
and 3 companies reported no significant changes in their imports. In both case studies, most of the 
respondents‟ suppliers are foreign owned.  
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4.2.4 Case study 3: Plastics Tier 1 
The respondents in this case study primarily manufacture plastic interior components, exterior 
components, engine, and heating, ventilation, and air conditioning (HVAC) components. Their primary 
customers are OEMs.  
4.2.4.1 Production  
Figure 5: Proportion of Production 
 
(Source: Collected 2016/17 company data) 
 
Figure 5 represents the company‟s 2016/17 production proportions. The results demonstrate that most 
of the companies produced for the domestic market. One company‟s total production consisted of 80% 
exports. The remaining respondents produced above 50% of their products for the domestic market.  
The proportion of production changed throughout both policies. One company reported a 30% increase 
in domestic production from 1996 to 2010. Another company reported a 25% increase in  total exports 
during the MIDP. This company experienced a 200% increase in their turnover under the MIDP, and 
the respondent attributed this to its acquisition by a foreign company that integrated it into its global 
supplier network. Three out of the five respondents could not provide data on the MIDP, as they only 
entered the industry towards the end of the policy. Most of the companies reported an increase in 
exports of 5 to 14 percentage points under the APDP. One respondent reported a 7 percentage point 
increase in domestic production due to their new contracts with their OEM. 
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4.2.3.2 Input Sourcing  
Figure 6: Input Sourcing 
 
(Source: Collected 2016/17 company data) 
 
Figure 6 represents the company‟s 2016/17 input sourcing. Figure 6 demonstrates that a large 
proportion of the respondent‟s inputs were from imports. All the respondents sourced above 80% of 
their inputs through imports. One respondent sourced all their inputs from a local agent that imports 
100 of its raw plastic.  
The changes in the input sourcing throughout the policies show an increase in imports under the MIDP. 
One company reported a 15 percentage point increase in imports during the MIDP, and this was due to 
the introduction of new models that required higher technical grades for plastic components. The other 
company‟s imports increased by approximately 19% above their 1994 import levels. Under the APDP, 
companies‟ import levels remained relatively stable in relation to their MIDP import levels.  
The companies reported that they sourced their plastic inputs through local agents that import a 
significant proportion of their inputs. This was due to the weak local production of technical and 
engineering plastics. According to the respondents, domestic plastics manufacturers, like Sasol, do not 
provide specific grades and colour compounding for the plastics that makes up a significant proportion 
of their component manufacturing. The local manufacturers that do provide the required grades do not 
have the volumes required for the local component manufacturers. Most respondents reported that their 
sourcing was largely determined by the OEMs that they provide components to. OEMs provide them 
with details of recommended suppliers, due to the grade specifications they require for their vehicle 
models.  
The respondents that did source locally only sourced non-technical grades of polypropylene. The 
companies that sourced these products had an issue with the pricing from large plastics providers. The 
purchasing price was maintained at IPP. Local producers do have the advantage in that they allow 
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companies to cost cut in terms of logistics and overhead costs that arise from importation, however, 
these advantages do not incentivise component manufacturers to source more from domestic plastics 
producers.  
The changes through both policies were also analysed. Respondents reported significant improvements 
in terms of delivery times during both policies. The respondents reported no significant changes in 
terms of quality and availability of inputs. The costs have remained high during the MIDP and under 
the APDP.  
4.2.3.3 Supplier Ownership 
The respondents reported that the local agents from whom they source their inputs are mostly foreign 
owned. One company reported that their domestic supplier was partly foreign owned by a foreign 
company that owns 45% of the domestic supplier.  
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4.2.4 Case study 4: Plastic Tiers 2 and 3 
The products manufactured by these companies were primarily injection moulds for plastic automotive 
component manufacturers. They provided standard and gas-assisted injection mounding. Their primary 
customers were Tier 1 component manufacturers. These companies produced plastic components for 
the automotive industry and a variety of other industries.  
4.2.4.1 Production 
Figure 7: Proportion of Production 
 
(Source: Collected 2016/17 company data) 
 
The data in Figure 7 represents 2016/17 company production data. Figure 7 shows that most of the 
companies in the case study produced for domestic markets. Two of the respondents produced over 
80% of their products for domestic markets. One company produced 55% for exports while the other 
produced 32% of its products for export markets.  
The company‟s proportion of production changed during the two policies. Under the MIDP the overall 
trend was an increase in exports. One respondent reported an increase in exports of 30% from 1995 to 
2006. Two respondents reported an increase in exports of between 12 and 16 percentage points during 
the MIDP. Respondents reported an increase in exports of between 2 and 7 percentage points since 
2008. The overall production for the domestic automotive industry has decreased, as many of 
component manufacturers have diversified away from the automotive industry and gravitated towards 
other industries. One respondent reported that their automotive component production accounted for 
30% in 1994, while in 2017 it accounted for 18%.  
The respondents reported no significant changes in their production to the automotive industry under 
the APDP. One respondent reported a 3.6 percentage points increase in the production of automotive 
components. The remaining respondents reported no changes in production proportion levels. 
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4.2.4.2 Input Sourcing  
Figure 8: Input Sourcing  
 
(Source: Collected 2016/17 company data) 
Figure 8 demonstrates that most of the company‟s sourced most of their inputs domestically. Three out 
of the four companies sourced over 50% of their inputs domestically. One respondent imported only 
21% of its inputs. One company imported 70% of its inputs. The data in Figure 8 represents 2016/17 
company data. The data represented inputs for all products for a variety of sectors. The changes in the 
input sourcing may have been influenced by the policies and a variety of other external factors. 
The respondents reported changes in input sourcing throughout both policies. Respondents reported 
increases in their import levels during the MIDP. Two companies reported increases of between 5 
percentage points and 11 percentage points from 1995 to 2010. The other two companies reported 
increases of 8 percentage points and 13 percentage points respectively between 1996 and 2008. Under 
the APDP, companies reported increases in their domestic sourcing; companies sourced more raw 
plastic from domestic sources in their attempts to increase localisation within the supply chain.    
Companies expressed their reasons for sourcing domestically and through imports. Two respondents 
reported that they sourced materials locally due to contractual obligations that require specific grades 
of plastic. The proximity to raw plastic suppliers and the service that they received incentivised 
companies to source locally. Companies imported due to improvements in plastic heating technology in 
the USA and China, as this technology is expensive and was unavailable in South Africa.  
4.2.4.3 Supplier Ownership 
The respondents reported that most of their suppliers were foreign owned. One respondent reported that 
one of their main suppliers, which had been 100% domestically owned, had been liquidated. Most 
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respondent‟s sourced a significant proportion of their inputs from Sasol, a publicly traded and former 
state-owned enterprise. 
4.2.2.4 Employment  
The overall trend for employment shows a decrease in employment, under both policies. Employment 
levels declined significantly under the MIDP for all the respondents, and collectively the respondents 
let go 579 employees from 1994 to 2012. The respondents reported that the personnel loss was due to 
the rise in automation, new technologies, and machinery upgrading. There has not been any recovery in 
employment levels for all companies under the APDP. Employment has remained constant at the 
MIDP levels. 
4.2.2.5 Investment  
Respondents reported increases in investments during both policies. Under the MIDP, investments 
made by all respondents consisted of investments in facility upgrading, quality control measures, staff, 
new technologies, and skills and training. During the APDP, two companies invested in state-of-the-art 
technologies and operational and managerial upskilling. The remaining respondents reported no new 
investments under the APDP. 
4.2.2.6 Research and Development  
Respondents reported no developments and investments in research and development under the MIDP. 
Investments in research and development have increased during the APDP. The partnerships between 
some respondents and PlasticsSA and the CSIR resulted in increased investment in innovation and 
research and development. The investments into testing polymers for additive manufacturing, 3D 
printing, and new product ideas were set to begin in 2018.  
4.2.2.7 Company Ownership 
All the respondents reported that the levels of foreign ownership increased during the MIDP. Three out 
of the two companies were partly foreign owned, with foreign ownership of less than 40% of the 
companies in 1994. These companies were at the time of the study, 100% foreign owned. Foreign 
ownership increased significantly for the respondents from 2002 to 2011. No changes in ownership 
occurred under the APDP.  
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4.2.3 Overview: Case Studies 3 and 4  
Table 4:Case studies 3 and 4 
 
The two case studies provide meaningful insight into how the policies have impacted the plastics sub-
sectors. Case study 3 relates to Tier 1 plastic component manufactures while case study 4 relates to Tier 2 
and 3 plastic component manufactures. In terms of the proportion of production both case studies show 
that there was an increase in exports during the MIDP. Production under the APDP shows mixed 
results, as domestic production increased for Tier 1 companies, while there were no significant changes 
for Tier 2 and 3 component manufacturers. Imports increased during the MIDP in both case studies. 
During the APDP, Tier 1 component manufacturers increased their domestic input sourcing, while the 
lower tier component manufacturers reported no significant changes to their imports. In both case 
studies companies reported that their suppliers were mostly foreign owned. 
4.4 Additional Qualitative Data  
Additional qualitative data was collected and respondents were asked to provide their comments 
regarding the policies, domestic production and costs, local content plans, as well as the overall state of 
the automotive industry.   
Table 5 shows most of the constraints that the respondents raised, namely: the fragmented supply 
chain; costs of inputs; lack of scale economies; lack of incentives targeted at lower tier component 
manufacturers; and the differences in the power between members of the supply chain. 
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Table 5: Constraints 
 
Respondents commented that a fragmented supply chain is one of the major constraints to the 
deepening of localisation in the South African automotive sector. The fragmented supply chain does 
not allow component manufacturers to achieve their desired economies of scale. Respondents 
commented that the lack of incentives to invest in the downstream sub-sector is also a constraint. 
According to the respondents, more investment incentives in the downstream sectors are required to 
facilitate the development of their suppliers. Another constraint that the respondents identified is the 
lack of growth of the South African economy, as the slow growth has placed constraints on 
investments, increasing capacity, and capabilities. 
South Africa‟s location is also a constraint to its automotive industry, since South Africa is 
geographically removed from developed economy markets. The country‟s small market requires that it 
exports, but its location decreases its competitiveness of the industry. The price, quality of specific 
grades, and the lack of availability of mills have also been identified as constraints. 
Plastic component manufacturers identified large South African plastics suppliers‟ lack of prioritisation 
by as a constraint. Plastic types and grades for the auto industry are too specialised and diverse to 
warrant investment by large suppliers such as Sasol. Smaller suppliers, such as Plastamid, which 
provided compounding were let go by the OEMs, and have since been liquidated. 
The respondents reflected that there has been a lack of remedying the industry‟s structural issues due to 
the policies, the lack of incentives directed towards domestic suppliers, and policy incentives being 
targeted at the assemblers rather than the component manufacturers, all of which are constraints that 
respondents believed contribute to the underdevelopment of downstream automotive sectors. 
Respondents stated that the policies have not created sufficient space for development in the industry. 
The OEMs are not incentivised by local producers to work together to harmonise specifications in 
order to create adequate volumes to achieve scale. The MIDP‟s import credit rebates created export 
incentives, and thus only specific components grew significantly under the MIDP. The incentive 
skewed growth towards specific components rather than the entire supply chain. Under the APDP, 
there have been improvements in terms of increases in volume, however, there has been no change in 
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local content, as component manufacturers still source from agents that import a significant proportion 
of their inputs. Respondents reported that instead of the policies providing incentives to make 
production attractive they have instead kept the OEMs from leaving the country. 
Companies were asked how domestic suppliers could gain more business from them. The responses 
were mainly cost-related. The companies stated that attractive pricing, appropriate price benchmarking, 
and attractive discount strategies would incentivise them to source more inputs from domestic 
suppliers. Investments in quality-improving technology and providing the required grades were also 
factors that could increase their domestic input sourcing.  
Lastly, the respondents were asked to reflect on their efforts to increase local content, and respondents 
in the plastics sector reported that they have started using local general-grade PP where applicable, and 
some companies have made efforts to integrate black industrialists into their operations. Steel sector 
respondents reported that they are looking into increasing their usage of scrap metals, and sourcing 
more domestically produced steel. 
Respondents were also asked if they believed that the 2030 SAAM plan was achievable. Most of the 
respondents across both sub-sectors believed that the masterplan‟s targets were achievable. 
Respondents reflected that SAAM targets were necessary to boost local development. Most 
respondents expressed that these targets would only be achievable once the industry‟s structural issues 
have been addressed, and this will require significant government support for local development. One 
steel Tier 1 respondent stated that they did not believe that the targets were attainable, as they were not 
realistic in the context of South Africa‟s economy and global new vehicle markets. New markets need 
to be explored, which is why efforts into regional integration are important. 
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4.5. Conclusion 
Table 6: Steel and Plastics Sub-sectors 
 
The comparison between the two sub-sectors highlights the policies‟ impacts across these sectors. 
During the MIDP, exports increased across both sectors, while domestic production increased for Tier 
1 component manufacturers under the current APDP. This increase in domestic production may not 
have translated into increased use of domestic inputs, as the lower tiered component manufacturers 
reported no significant changes in their domestic production. The reasoning may be that Tier 1 
component manufacturers make use of local agents that import a significant proportion of their inputs.  
Imports increased across both sectors under the MIDP. In the steel sector, there was an increase in 
domestic sourcing under the ADPD for Tier 1 component manufacturers, while lower tiered component 
manufacturers reported no significant changes in their production for the domestic market. The plastics 
sector experienced increases in domestic production for both Tier 1 and Tier 2 and 3 companies. The 
increase was largely attributed to companies‟ efforts to increase their local content levels in accordance 
with the new policy.  
Respondents in both sub-sectors reported that most of their suppliers were partly foreign owned. The 
steel sub-sector reported the most foreign-owned suppliers. In terms of the companies‟ ownership, 
during both policies there was an increase in foreign ownership across both sectors.  
Companies reported investments in facility upgrading, new machinery, and technology and skills 
training. Research and development have been minimal across both sectors; one steel Tier 1 company 
reported its research efforts in new steel technologies that allow for metal thinning. The plastics 
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companies did not report any new research and development efforts, however, plans have been made 
by some of the respondents to invest in research into plastics; this is an effort in collaboration with the 
industry organisation PlasticsSA, and the research institution, the CSIR.  
The steel and plastics sub-sectors in this study have demonstrated that the policies have had relatively 
similar impacts on these sectors. The trends outlined in the findings show an increase in both imports 
and exports during both the MIDP and APDP.  
The influx of component imports outweighed the gains made from exports during both policies and 
resulted in an increasing automotive trade deficit. These trends are documented in the 2013 and 2017 
Automotive Export Manual, the National Association of Automotive Component and Allied 
Manufacturers (NAACAM), the 2018 South African Automotive Supplier Industry Benchmark Report,  
and the IDTT‟s Structural Transformation in the Auto Sector Report (Automotive Industry Export 
Council, 2018; Barnes et al., 2018; NAACAM. 2017).  
The data from this study also shows that there has been an increase in foreign ownership across both 
sub-sectors, as many of the respondent companies have been sold to multinational companies. This 
increase in foreign ownership was evident across the entire supply chain.  
The decline in value addition is not unique to these sub-sectors; the design of the incentive structures, 
the MIDP‟s import-export rebates, and the VAA of the APDP have allowed OEMs to earn high duty 
credits that they have used to import higher value-added components. It is incentives such as these that 
have been identified as contributing to the lack of development of lower tier component manufacturers 
(Barnes et al., 2018; Bell et al., 2018). According to the respondents, deep value addition through Tier 
2 and 3 manufacturers is not prominent in South Africa because of the incentive structures, and these 
incentive structures have also solidified South Africa as an assembling destination rather than a 
production and assembly destination. 
The policies have not assisted in addressing the industry‟s structural issues. The local production base 
has continued to shrink throughout both policies. Value addition has remained high among OEMs and 
Tier 1 component manufacturers (Bell et al., 2018). The policies have had a significant impact on 
developing the South African automotive sector, however, the blame cannot be placed entirely on the 
policy design, since the large plastics and steel providers‟ uncompetitive pricing, lack of domestic 
protection, South Africa‟s small economy, and the country‟s overall investment climate have also 
contributed to the underdevelopment of these sectors. 
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Chapter 5: Conclusion and Recommendations 
The importance of South Africa‟s automotive industry in the economy and the country‟s industrial 
structure cannot be disputed. Due to its importance and size relative to other manufacturing industries, 
the automotive industry has been the recipient of extensive government support. Two sector-specific 
industrial policies have been implemented by the democratic government, namely the former MIDP 
and the current APDP. These policies have not only had an impact on the automotive industry, but 
have also impacted the industry‟s related economic sectors. The primary aim of this study was to 
analyse the impact of the automotive industry‟s policies on its downstream-related sectors. The study 
focused on the steel and plastics automotive sub-sectors, as the inputs from these sub-sectors constitute 
to a significant proportion of vehicle production, and are thus relatively more exposed to the policy 
impact.  
The study followed qualitative data collection, using semi-structured interviews. Three questionnaires 
were constructed, one was tailored to Tier 1 component manufacturers, the second was customised for 
Tier 2 and 3 component manufacturers, and the third questionnaire was directed at academics and 
industry experts. The structured interviews were used to gather data on the relevant economic variables 
(see Chapter 3). The sample size consisted of 22 companies. The sample was sectioned into four case 
studies and divided according to tier and sector (see Chapter 4, section 4.1.2 for a sample breakdown).  
This chapter concludes the study and reflects on the study‟s key findings and important theoretical and 
empirical literature. Recommendations for future research and policy implications of this study are also 
provided in this chapter.  
5.1 Key Insights from the Literature  
This study‟s theoretical approach was based on the structuralist perspective on government intervention 
and industrial policy. Chapter 2, the literature review, evaluated the different theoretical approaches to 
the study of industrial policy. The orthodox neoclassical perspective was compared to the structuralist 
perspective of industrial development.  
The structuralist approach favours government intervention, particularly in industry. This is opposed to 
the neoclassical approach that posits that market mechanisms on their own are efficient enough to 
guide economic actors‟ decisions and actions in a way that creates a Pareto optimal outcome. 
Government intervention in the markets would only interfere with market mechanisms by distorting 
prices and resources. The neoclassical approach to development also argues that there is no sector that 
can drive economic development, that all economic sectors and activities are equally productive, there 
are no qualitative differences, and linkages and multipliers across sectors are considered to be 
insignificant (Viljoen, 2009; Shafaeddin, 2006). The structuralist approach opposes this and 
emphasises manufacturing as the engine of economic growth. This is due to manufacturing‟s unique 
characteristics; unlike other sectors, manufacturing yields dynamic and static increasing returns, it has 
important multiplier and spillover effects, and it has strong linkages to other economic sectors 
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(Gonzalez, 2006; Rodrik, 2006). Government intervention, via the introduction of state-led industrial 
policies targeted at manufacturing, will lead to industrialisation and economic development (Dasgupta 
and Singh, 2007; Thirlwall, 2010). 
According to the neoclassical perspective, when government intervention and industrial policies do 
occur, they should facilitate market mechanisms. The role of government in industrial development is 
to create an environment that is conducive to business and investment (Lin and Chang, 2009; Rodrik, 
Sabel and Hausmann, 2008). The approach to industrial policy should be a horizontal approach in 
which policies target industries across the economy rather than specific industries (Shafaeddin, 2006).  
The structuralist perspective, through the balanced vs. unbalanced approach to economic development, 
acknowledges that governments have limited resources and must therefore be strategic in using their 
resources (Venables and Smith, 1986; Felipe, 2015). Directing resources to strategic industries that 
exhibit strong linkages and spillover effects, industries that can be a catalyst for the development of 
other economic sectors, is a more realistic use of scarce resources than policies that target all sectors of 
an economy (Chang et al., 2013).  
The automotive industry has been described as an industry that has the potential to be a catalyst for 
economic development. The industry is characterised by strong production backward linkages, and this 
is because the industry creates demand for inputs from raw materials and raw material processing 
sectors such as steel, plastics, platinum group metals, and rubber. The growth of the automotive 
industry can in turn stimulate growth in its input sectors (Flatters, 2005; Naude and Neill, 2011). The 
industry can be leveraged to encourage domestic processing industries and the beneficiation of South 
Africa‟s mineral resources, which would contribute to the diversification of South Africa‟s mineral-
dependant economy (Morris et al., 2012; Ramadoo, 2015).  
South Africa‟s national industrialisation strategy involves several policies targeted at key strategic 
industries. The automotive industry‟s resilience, size, and economic contributions have positioned it as 
one of the core industries for the government‟s industrialisation strategy. The industry has had a long 
history of government protection and support. Prior to 1994, the industry had a series of inward, 
import-substitution policies. These policies had high local content levels that were accompanied by 
high tariff levels. In 1995, the inward-orientated strategy was replaced by the MIDP, which was an 
export-oriented policy that aimed to facilitate the integration of South Africa‟s automotive industry into 
the global automotive manufacturing, by encouraging an increase in South Africa's automotive exports. 
In 2013, the MIDP was replaced by the APDP, a production-orientated policy (Barnes and Black, 
2017). 
The performance of the MIDP has yielded mixed results. The policy was successful in integrating 
South Africa into the global automotive value chain; it resulted in increases in exports and export 
destinations, improvements in the industrial performance of the industry, a reduction in the number of 
model platforms, and an increase in the number of vehicles produced in the country. However, the 
policy also yielded undesired consequences. The MIDP‟s incentives enabled OEMs to increase exports 
from their South African operations to their international operations. This resulted in an increase in 
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exports, however, the increase in exports was accompanied by an influx of imports that nullified any 
gains made from the increase in exports, and between 1995 and 2012, the automotive industry‟s trade 
balance deficit rose from R12.2 billion to R49.2 billion (Barnes and Black, 2017; Barnes et al., 2018).  
The policy response from the OEMs was strategic, OEMs increased exports to earn rebates that could 
be used to offset import duties on cars and parts. This is evident in the increase in the exports of 
peripheral components, such as catalytic converters and leather seats, and not core components that had 
higher levels of value addition (Bell et al., 2018).  
South Africa‟s automotive value chain remains underdeveloped, relative to its international 
competitors. Although a multitude of factors are responsible for this underdevelopment, the automotive 
policies have not assisted in addressing the industry‟s structural issues. The incentives that were largely 
tailored to benefit assemblers and Tier 1 component manufacturers, resulted in disincentivising 
investment in developing local production, which is evident in the low and deteriorating local content 
levels of vehicles assembled in South Africa. Local content levels fell from about 60% in 1994, to 38.7 
in 2015 (Barnes et al., 2018). The South African automotive value chain has a different profile to that 
of the global automotive industry; the country‟s profile can be described as a reverse pyramid where 
value addition from OEM and Tier 1 component manufacturers makes up 80% of total value added 
(Bell et al., 2018; Barnes et al., 2018). 
Since 1995 the automotive industry has experienced an increase in foreign ownership. The assembly 
sector is now 100% foreign owned, as is a large proportion of the component sector, particularly at the 
Tier 1 level. Many domestic owned companies have had to reposition themselves as second-tier 
suppliers, enter into joint ventures with multinationals, exit the industry, or move to the aftermarket 
(Barnes and Black, 2017).  
The APDP has also not yielded better results. Under the APDP, local content levels deteriorated even 
further, despite the increase in local content requirements, local content values fell from 46.6% in 2012 
to 38.7% in 2015. The trade deficit has remained above R40 billion since 2012 (Automotive Industry 
Export Council, 2017). Across both policies, total employment growth was -1.0% from 1994 to 2016, 
while value-added growth from 1994 to 2016 was only 3.8% (Bell et al., 20180).  
South Africa is in the process of developing an automotive masterplan. This a response to the many 
competitiveness challenges facing the industry. The strategy for the auto industry is to position itself as 
a “globally competitive and transformed industry that actively contributes to the sustainable 
development of South Africa‟s productive economy, creating prosperity for industry stakeholders and 
broader society” (Barnes and Black, 2017:5). 
The SAAM has six key development objectives, it aims to  
1. grow South African vehicle production from 0.6% to 1% by 2035; 
2. increase local content in an assembled vehicle from the current 38.7% base to 60%; 
3. double employment in the value chain; 
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4. improve completeness to the levels of international competitors; 
5. achieve transformation of the value chain; and  
6. deepen value addition within the industry.  
In attempting to achieve the targets set out in the masterplan, South Africa needs to address the 
industry‟s structural issues. It also needs to adapt to changes in the global automotive markets by 
adjusting itself and ensuring that it takes advantage of GVC drivers (Barnes and Black, 2017).  
5.2 Key Findings 
The research question of this study was: What impact has the automotive industry’s policies, the MIDP 
and the APDP, had on the automotive industry’s plastics and steel upstream input sectors? The impact 
was assessed along key variables of interest (see Chapter 3). To enrich the economic data acquired, 
additional qualitative data was collected, which reported on the constraints to the development of 
upstream sectors as well as how local content increases can be encouraged. This study has successfully 
answered the research question and has met its objectives. 
The findings are summarised as follows: 
 Firstly, in terms of production, exports increased for both Tier 1 and the lower tired component 
manufacturers across both sectors under the MIDP. Domestic production increased for Tier 1 
component manufacturers under the ADPD. This increase in domestic production does not 
necessarily imply an increase in the use of local inputs, as the lower Tier component 
manufacturers have reported significant changes in their production for domestic markets since 
2012.  
 Secondly, in terms of input sourcing, imports increased during the MIDP, both in Tier 1 and the 
lower tiered component manufacturers across both sectors. The steel sub-sector experienced an 
increase in domestic sourcing for Tier 1 component manufacturers, while lower tiered 
component manufacturers reported no significant changes in their domestic market production. 
The plastics sector experienced increases in domestic production for both Tier 1 and the lower 
tiered component manufacturers.  
 Thirdly, investment growth was modest across both sectors, under both policies. Companies 
reported investments mainly in facility upgrading, new machinery, and in technology and skills 
training. In terms of research and development, there were minimal efforts across both sectors 
under both policies, except for one large steel component manufacturer.  
 Employment has declined across both sectors, with the most employment losses being reported 
as having occurred under the MIDP. Collectively, the lower tier steel component manufacturers, 
reported 160 jobs lost from 1995 to 2012. The plastics lower tier sector component 
manufacturers reported the largest employment losses in the study. Collectively the companies 
reported approximately 579 job losses from 1995 to 2012. The respondents stated that primary 
reasons for the job losses were increased automation, new technologies, and machinery 
upgrading.  Employment levels have remained stable for both sectors under the APDP. 
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 Lastly, there has been an increase in foreign ownership and foreign supplier across both sectors. 
Both sub-sectors reported that most of their suppliers were now partly foreign to completely 
foreign owned. The steel sub-sector reported the most foreign-owned suppliers. In terms of the 
company‟s ownership, during both policies there has been an increase in foreign ownership 
across both sectors, and a few respondents reported that they were now completely foreign 
owned.  
Companies provided common responses as to the constraints to development in the automotive supply 
chain. Most of the constraints raised by the respondents were the fragmented supply chain, cost of 
inputs, lack of scale economies, lack of incentives targeted at lower tier component manufacturers, and 
the power differences between members of the supply chain. To boost their local content levels, 
companies reported that investments in quality-improving technology must be increased, attractive 
pricing and discount strategies must be implemented, and investment must be made in producing 
domestic technical grades.  
5.3 Policy Implications and Recommendations 
The research results are in accordance with the existing literature on the performance of policies across 
the industry, in terms of increases in imports and exports, increasing foreign ownership, and 
employment decline. Through the study‟s findings and the literature review, the research also 
demonstrates how sector-specific industrial policies can negatively impact the development of 
upstream related sectors. Leveraging of the automotive industry and the beneficiation of South Africa‟s 
resource base has been disappointing, as only 20% of value addition occurs in the upstream sectors.  
Although the policies cannot carry the full blame of the industry‟s performance, the shrinking or 
thinning out of lower tier upstream sectors can in part be attributed to the automotive industry‟s 
policies. The failure of the policies to address the South African supply chain‟s structural issues has left 
the supply chain underdeveloped, relative to South Africa‟s international competitors. Given the length 
and cost of the automotive industry‟s policies, plus South Africa's slow economic growth and its 
unemployment crisis, these undesired policy consequences should be something policymakers would 
seek to avoid.  
There is one policy recommendation that arises out of this study. The level and cost of the automotive 
policies are significant. The government needs to have the capacity and bargaining power to subsidise 
the industry while ensuring that its own developmental goals are achieved through the policy. The 
policy‟s incentives must be accompanied with enforceable conditionalities. Clear, time-specific, local 
content targets for OEMs need to be implemented, and government support and incentives should be 
conditional on meeting those targets. The government should be able to reduce and adjust the 
industry‟s incentive structure if it does not contribute to the national development goals. South Africa 
should draw lessons from countries such as Thailand, Mexico, and Malaysia, as these countries have 
managed to transform their automotive industries into real automotive hubs with the same level of 
incentives. 
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This study has contributed to the on-going discussion on South African automotive industry policy by 
providing a detailed company level analysis of the impact of the automotive policies on its upstream 
related sectors. Recommendations for future research should include an investigation into whether or 
not there has been corporate influence in the automotive industry‟s policy-making process.   
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Appendix 
Questionnaire 1: Tier 1 Component Manufactures  
1. What are the main component products your company produces? 
2. How has the composition of your production changed since the introduction of the 
MIDP?  
3. What proportion of your production is for the domestic market? 
4. What proportion do you export? 
5. How have your exporting volumes changed since the introduction of the MIDP in 1995 
and the APDP in 2013? 
6. What proportions of your plastic inputs are sourced domestically? 
7. What proportion of your plastics inputs do you import? 
8. How have the above changed since the introduction of the MIDP and the APDP? 
9. Are your suppliers who are located in South Africa domestically or foreign owned? 
10. What are the reasons for sourcing your steel and plastic inputs internationally? 
11. What are the reasons for sourcing your steel and plastic inputs domestically? 
12. What have been the main issues you have experienced with the domestic steel and plastic 
suppliers? 
13. How have your steel and plastic domestic supplies performed compared to international 
suppliers in terms of the following: [Majority responses] 
14. How has their performance changed since the MIDP and the APDP? 
15. What can domestic steel and plastic suppliers do to get more business from your 
company? 
16. In your opinion what has been the major constraints to the development of your domestic 
steel and plastic suppliers? 
17. How have the auto industry policies impacted these developments? 
18. How would you describe the relationship between your company and your steel and 
plastic suppliers? 
19. How has the relationship between your company and your steel and plastic suppliers 
changed since the MIDP and the APDP? 
51 
 
20. In your opinion do you think the local content requirements of the master plan are 
attainable?  
21. What plans to increase local content has your company undertaken?   
22. Where do you think the mismatch lies in terms of increasing local content levels in South 
Africa? 
23. In your opinion have the automotive policies strengthened manufacturing in South 
Africa? 
24. Do you have any other comments on the policies or any further contributions to the 
research? 
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Questionnaire 2: Tier 2 and 3 Component Manufactures  
1. What are the primary manufacturing activities of your company? Plastic moldings /Metal 
pressing 
2. How long has your company been in operation? 
3. What proportion of your products is for the domestic market?  
4. What proportion of your products do you export? 
5. Which companies do you supply to? 
6. How has this changed since the introduction of the MIDP and the APDP? 
a. Increased/decreased   
b. What has been the extent of the change? 
7. Where does your company source its raw material inputs? 
8. Are these companies foreign or domestically owned? 
9. What proportions of your raw steel materials are sourced domestically? 
10. What proportion of your raw steel materials do you import? 
11. What proportions of your raw plastic materials are sourced domestically? 
12. What proportion of your raw plastics materials do you import? 
13. How have the above changed since the introduction of the MIDP and the APDP and why? 
14. What are the reasons for sourcing your raw steel and plastic inputs internationally? 
15. What are the reasons for sourcing your raw steel and plastic inputs domestically? 
16. What have been the main issues you have experienced with the domestic raw steel and 
plastic suppliers? 
17. How have your steel and plastic domestic supplies performed compared to international 
suppliers in terms of the following: 
a. Cost  
b. Quality of materials 
c. Delivery times 
d. Availability of inputs 
18. In your opinion what has been the major constraints to the development of your domestic raw 
steel and plastic suppliers? 
19. How would you describe the relationship between your company and your raw steel and 
plastic suppliers? 
a. A partnership (Close mutual working relationship) 
b. Arm‟s length relationship (Limited to simple purchasing transactions) 
c. Other 
20. Following the variables below what changes has your company undergone since the 
introduction of the MIDP? How has this changed under the APDP? 
Variable  Effect  Significance/proportion Under APDP 
Eg. Ownership An increase in foreign 
ownership 
Company is now 40% 
foreign owned 
Remained the same 
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Employment    
Investment     
Research and 
development 
   
Ownership    
 
General questions 
21. In your opinion do you think the local content requirements of the master plan are attainable?  
22. What plans to increase local content has your company undertaken?   
23. Where do you think the mismatch lies in terms of increasing local content levels in South 
Africa? 
24. In your opinion have the automotive policies strengthened manufacturing in South Africa? 
25. Do you have any other comments on the policies or any further contributions to the research? 
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Questionnaire 3: Academics and Industry Experts  
1. How have the MIDP and APDP impacted the metal pressing and plastic moulding subsectors? 
2. What incentives and/or investment levels do you think these subsectors need to move them into 
higher value addition manufacturing? 
3. Value addition in these subsectors is low; would you attribute it to the policy environment or 
external factors? 
4. What policy factors have contributed to the low levels of sophisticated value addition of the 
steel and plastics resources in the auto industry? 
5. Which factor would you say played the most significant role in the under development of all of 
South Africa‟s tier two and three manufactures?  
6. Moving towards the 2035 master plan how should firm‟s business strategies in the metal and 
plastics subsectors change? What should be their main focus? 
7. With the current incentive structures under the APDP what undesired consequences do you see 
unfolding with the policy, particularly for the upstream subsectors? 
8. Which policy incentives are most likely to result in those undesired consequences? 
9. Given the bargaining power of the state, do you think that the state has the capacity/ capabilities 
to withdraw incentive structures which are not assisting in reaching the desired policy objectives? 
10. In your opinion has the automotive industry contributed to structural change in South Africa? 
11. Do you believe that the automotive industry, given its current structure can play a key role in 
reindustrialising South Africa‟s economy? 
12. Do you have any other comments on the policies or any further contributions to the research? 
 
